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THE INSPECTOR GENERAL ACT OF 1978:
TWENTY YEARS AFTER PASSAGE, ARE THE
INSPECTORS GENERAL FULFILLING THEIR
MISSION?

TUESDAY, APRIL 21, 1998

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION, AND TECHNOLOGY,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
' Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2154, Rayburn House Office Building, Hon. Stephen Horn (chair-
man of the subcommittee) presiding.

Present: Representatives Horn and Kucinich.

Staff present: J. Russell George, staff director and chief counsel;
Randy Kaplan, counsel; John Hynes, professional staff member;
Matthew Ebert, clerk; and Mark Stephenson, minority professional
staff member.

Mr. HORN. The Subcommittee on Government Management, In-
formation, and Technology will come to order.

We adjourned from last week to this particular hearing. 1G’s
were established 20 years ago by the Inspector General Act of
1978. The 57 inspectors general are charged with conducting audits
and investigations of Federal agency programs and operations. In
essence, they are the watchdogs of the executive branch.

In the current fiscal year, inspectors general in the executive
branch of the Federal Government have a combined budget of $1.1
billion and combined staff of approximately 10,000 full-time em-

loyees. Agency management changed their spending plans by over
§15.1 billion for fiscal year 1996 by following the recommendations
of the various inspectors general. In addition, inspector general in-
vestigations resulted in 12,508 successful criminal prosecutions.

Despite these accomplishments, the war on waste in the Federal
Government is far from over. IG’s cannot rest on these statistical
accomplishments as the only measure of their performance. The re-
cent audits which were released as the consolidated balance sheet
of the executive branch of the Federal Government revealed that
billions of taxpayer dollars are being lost to waste, fraud, and mis-
management each year.

In an effort to reduce waste, Congress has passed legislation
such as the Government Performance and Results Act and the
Chief Financial Officers Act. These initiatives are designed to im-
prove management and accountability in the executive branch
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through goals-settings of strategic planning and the development of
performance indicators based on solid financial management. In-
spectors general have gained new responsibilities under these man-
agement laws. Inspectors general need to take a keen interest in
the value of program inspection and evaluation and make it one of
their primary missions.

Inspectors general are required by law to report their findings
both to the President and his designated executives, such as the
agency heads, and to Congress. This dual reporting responsibility
is designed to ensure greater independence for the inspectors gen-
eral and prompt attention to agency problems.

Increasingly, however, some questions have been raised about
the effectiveness of the reports issued to agency officials and to
Congress. Some believe that IG’s are either not reporting problems
in their agencies to Congress or burying their recommendations
deep within their annual and semiannual reports.

To be effective, IG’s must on the one hand balance their working
relationships with agency management to prevent fraud and waste,
and, on the other, their obligation to report agency problems to
Congress if this legislative branch is to continue to have trust in
them. We must ensure that the congressional Presidential watch-
dogs do not become agency lap dogs.

Today offices of IG’s exist in 27 of the largest executive depart-
ments and agencies as well as in 30 smaller designated Federal en-
tities. IG’s are a substantial resource and an invaluable weapon in
the fight against waste in the Federal Government. Management
of executive branch agencies is changing dramatically. It is crucial
that I1G’s perform effectively in this changing environment. Twenty
years after their creation, we need to reevaluate the appropriate
role of the Office of Inspector General, and that is the purpose of
this hearing.

[The prepared statement of Hon. Stephen Horn follows:]
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“The Inspector General Act of 1978: Twenty Years
After Passage, are Inspectors General Fulfilling Their
Mission?”

April 21, 1998

OPENING STATEMENT
REPRESENTATIVE STEPHEN HORN (R-CA)

A quorum being present, the Subcommittee on Government Management, Information,
and Technology will come to order. .

Inspectors General were established twenty years ago by the Inspector General Act of
1978. The 57 Inspectors Geneval are charged with conducting sudits and investigations of
Federal agency programs and operations. In essence, they are the watchdogs of the Executive
Branch.

In the current fiscal year, Inspectors General in the executive branch of the Federal
Government have a combined budget of $1.1 billion and combined staff of approximately 10,000
full-time employces. Agency management changed their spending plsns by over $13.1 billion
for fiscal year 1996 by following the recommendations of the various Inspectors General.



In addition, Inspector General investigations resulted in 12,508 successful criminal
prosecutions. Despite these accomplishments, the war on waste in the Federal Government is far
from over. Inspectors General cannot rest on these statistical accomplishments as the only
measure of their performance.

The recent audits which were released as the lidated bal. sheet of the executive
branch of the Federal Government revealed that billions of taxpayer dollars are being lost to
waste, fraud, and mismanagement each year.

In an effort to reduce waste, Congress has passed legislation such as the Government
Performance and Results Act and the Chief Financial Officers Act. These initiatives are
designed to improve management and accountability in the executive branch through the goals
settings of strategic planning, and the development of performance indicators based on solid
financial management. Inspectors General have gained new responsibilities under these
management laws. Inspectors General need to take a keen interest in the value of program
inspection and evaluation and make it one of their primary missions.

Inspectors General are required by law to report their findings both to the President and
his designated executives; such as agency head; and to Congress. This dual reporting
responsibility is designed to ensure greater independence for the Inspectors General and prompt
attention to agency problems. Increasingly, however, some questions have been raised about the
effectiveness of the reports issued to agency officials and to Congress. Some believe that
Inspectors General are either not reporting problems in their agencies to Congress or burying

To be effective, Inspectors General must on the one hand balance their working
relationship with agency management—to prevent fraud and waste—and on the other their
obligation to report agency problems to Congress if this branch is to maintain its trust in them.
We must ensure that the Congressional -Presidential watchdogs do not become agency lapdogs.

Today, Offices of Inspectors General exist in the twenty-seven largest executive
departments and agencies as well as in thirty smaller designated Federal entities. Inspectors
General are a substantial resource and an invaluable weapon in the fight against waste in the
Federal Government. Management of executive branch agencies is changing dramatically. Itis

ial that Insp General perform effectively in this changing environment. Twenty yesrs
after their creation, we need to recvaluate the appropriate role of the Office of Inspector General.
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Mr. HORN. I now am delighted to yield for an opening statement
to my distilﬁuished colleague, the ranking Democrat on the sub-
committee, Mr. Kucinich of Ohio.

Mr. KUCINICH. Good morning, Mr. Chairman,

Mr. HORN. Good morning.

Mr. KUCINICH. My voice is a little deeper, not because I am going
through puberty, that is because of a slight cold. It is actually a
problem with the air not circulating in the plane when you are sit-
ting on the tarmac, one of those things.

Good morning. And I want to thank the chairman for calling this
important hearing today. Our committee has a history of working
in a bipartisan manner with the IG’s to eliminate waste, fraud, and
abuse in Federal programs. As we look forward to possible im-
provement in the Inspector General Act, I am hopeful that the bi-
partisanship will continue.

The close relationship between the IG’s and the Government Re-
form and Oversight Committee is entirely appropriate. The inspec-
tor general community, as well as Congress, is one of the principal
watchdogs in the executive branch. There is much we can learn
from each other as we work to ensure Government operates in the
most effective and efficient manner possible.

IG’s have a very difficult job, in part because they are asked to
serve so many masters. You are appointed by the President, but re-
port to Congress as well as. the head of the agencies. As independ-
ent investigators within the Federal agencies, IG’s are often the
last person a manager wants to hear from. And Members of Con-
gress can get very upset when the need or cost of pet projects
might be questioned.

The Chief Financial Officers Act, the Government Management
Reform Act, and the Government Performance and Results Act
have given the inspectors general some new responsibilities, par-
ticularly to ensure that Congress has complete and reliable finan-
cial information. As we learned just last week, your work in this
area is invaluable.

It has been 20 years since the passage of the original IG Act, and
10 since the amendments authored by Senator John Glenn of Ohio,
so it is a good time to take a comprehensive look at the act to re-
view how well it is working and where there may be room for im-

rovement. We also need to continue to ensure that we have the

ighest quality IG appointments, and that the concerns of that
community and the individual members of the community are prop-
erly addressed.

I want to welcome Senator Collins and all the other witnesses
today. And I look forward to your testimony. And thank you very
mucK, Mr. Chairman.

Mr. HORN. We thank you very much.
[The prepared statement of Hon. Dennis J. Kucinich follows:]



Opening Statement -- Rep. Dennis J. Kucinich
Hearing on The Inspector General Act of 1978

April 21. 1998

I want to thank the Chairman for calling this important hearing today.
Qur Committee has a history of working in a bipartisan manner with the
Inspectors General to eliminate waste, fraud and abuse in federal
programs. As we look forward to possible improvements in the Inspector
General Act. | a sure hopeful that bipartisanship will continue. The close
relationship between the inspectors General and the Government Reform
and Oversight Committee is entirely appropriate. The Inspector General
community is one of Congress’ principle watchdogs in the executive
branch. There is much we can learn from each other as we work to ensure
that our government operates in the most effective and efficient manner
possible.

IGs have a very difficult job, in part because they are asked to serve
so many masters. You are appointed by the President, but report to
Congress as well as the head of your agency. As independent
investigators within the federal agencies, you are often the iast person a
manager wants to hear from. And Members of Congress can get very
upset when the need or cost of pet projects are questioned.



The Chief Financial Officers Act. the Government Management
Reform Act. and the Government Performance ana Resuits Act have given
the IGs some new responsibilities. particularly to ensure that Congress has
complete and reliabie financial information. As we learned just last week.

your work in this area is invaiuable.

It has been 20 years since the passage of the original IG Act, and 10
since the ‘88 amendments authored by Senator Glenn. It is a good time to
talk a comprehensive look at the Act. to review how well it is working and
where there may be room for improvement. We aiso need to continue to
ensure that we have the highest quality |G appointments and that the

concerns of the |G community, and individuai 1Gs are properly addressed.

| want to welcome today's witnesses. | look forward to your testimony.
Thank you Mr. Chairman.
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Mr. HORN. And now I have great pleasure to have with us the
distinguished chairwoman of the Senate Subcommittee on Inves-
tigations of the full Governmental Affairs Committee, the Senator
from Maine, Susan Collins. As I have told her, I am one of her fans
and will be glad to head her fan club.

I think she did an outstanding job on the Thompson hearings,
and while it didn’t cure my insomnia, it did permit me to see you
in action, and I am very impressed.

Thank you for coming over here.

STATEMENT OF HON. SUSAN M. COLLINS, A U.S. SENATOR
FROM THE STATE OF MAINE

Senator COLLINS. Thank you very much, Mr. Chairman. And
thank you for your nice comments.

Mr. Chairman, Congressmen, it is a pleasure to be here this
morning. The Senate has begun a vote, so I am going to summarize
my testimony in the hope that you will include it in its entirety in
your hearing record.

Mr. HorN. Without objection.

Senator COLLINS. I commend you for holding these oversight
hearings as we mark the 20th anniversary of the Inspector General
Act. It is important that we take a close look at the operation of
the inspectors general and how their role should evolve to meet
changing needs.

As the chairman knows, I chair the Senate Permanent Sub-
committee on Investigations, which works very closely with the
IG’s. In many ways, the IG’s are the eyes and ears of my sub-
committee, as they are of yours, as we work to detect and protect
waste, fraud and abuse, and mismanagement in Federal programs.

As the guardians of the public purse, the IG’s are the watchdogs
for the taxpayers, fighting wasteful spending and enforcing Federal
criminal laws across the country. For the most part, the creation
and expansion of inspector general offices throughout the Govern-
ment has been a real success story.

You have mentioned, Mr. Chairman, the amount that the IG
community has saved through its thousands of recommendations.
It is literally billions of dollars every year. They have also resulted
in the recovery of billions of dollars from companies and individuals
who have defrauded the Federal Government. It is an impressive
record of accomplishment. Simply put, the IG community as a
whole has served the public very well.

The record of the IG’s is not, however, totally without blemish.
When one considers the enormous power granted to the IG’s, en-
hanced by their independence and their law enforcement authority,
Congress must also examine abuses, however isolated, committed
by a few IG’s themselves.

For example, the overall successful record of the IG community
was recently tarnished by the activities of the Treasury Depart-
ment’s Office of Inspector General. The Permanent Subcommittee
on Investigations held extensive hearings into the operations of the
Treasury IG’s office and found that she violated Federal laws in the
award of two sole-source consulting contracts.

My subcommittee also found that there was an inappropriate in-
vestigation of career Secret Service agents and that the inspector
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general misled Congress about the nature of this investigation. In
summary, the subcommittee concluded that the Treasury Inspector
General failed to meet the high ethical and performance standards
expected of an IG. After our hearings, but before our final report
was issued, the Treasury IG did resign.

Let me stress that in my view, problems like those in the Treas-
ury 1G’s Office are not pervasive in the IG community. But IG’s are
not like any other Government manager. They are the very officials
in Government whom we look to to combat waste, fraud, and
abuse, and as such they should be held to a higher standard and
be above reproach.

I would like now to turn very briefly to some specific issues that
I think we should all be examining as we look at reauthorizing the
IG law. Our two goals that we should keep in mind are to increase
efficiencies and ensure accountability. Specifically, to increase and
promote greater efficiency, we should consider combining some of
the smaller IG offices into one presidentially appointed, Senate-
confirmed IG. This would increase the stature, reduce overhead,
and improve accountability to Congress.

For an example, it is difficult to justify why the National Endow-
ment for the Arts and the National Endowment for the Humanities
have separate 1G offices. They are very small. I think one has three
employees, one has five. There is an area for consolidation, in my
judgment. :

In addition, we should consider whether reporting requirements
should be revised. Right now the IG submits semiannual reports to
Congress, and they contain often information that is of limited use
to us. Revising the contents of the reports and requiring that they
be submitted annually, rather than semiannually, would again
save money, streamline the reporting process and provide more
useful information.

Another issue I think we should consider is whether there should
be term limits for inspectors general, such as 5, 7 or 9 years with
the option for renewable service based on renomination and recon-
firmation. This, I believe, might encourage IG’s to stay in their po-
sitions longer, as well as provide Congress a statutory framework
to review the performance of an IG.

To improve accountability we need to consider whether there
should be an independent inspector general for the Internal Reve-
nue Service. I believe that the answer to that question is almost
certainly yes, but the real issue is whether Congress should estab-
lish an IG within the IRS or whether the Treasury Department IG
should take on direct responsibility for overseeing the operations
and activities of that critical agency.

To further increase accountability of IG’s, should the GAO or
some other neutral agency be responsible for systematically review-
ing OIG operations? At the conclusion of the Permanent Sub-
committee on Investigations’ recent review of the Treasury Depart-
ment’s IG, many Senators, many Members of Congress, many exec-
utive department employees and taxpayers were asking the ques-
tion: Who is watching the watchdogs?

Those are just some of the issues under consideration as we work
in the Senate to review the operation and the implementation of
the Inspector General Act.
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Again, Mr. Chairman, I applaud you for your efforts, and I really
look forward to working very cooperatively with you as we mark
the 20th anniversary of this important law.

Mr. HORN. Well, I thank you for that very thorough statement.
And I want to work with you on this.

[The prepared statements of Hon. Susan M. Collins and Hon.
John Glenn follow:]
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Statement
of
SENATOR SUSAN M. COLLINS

Before
the Subcommittee on
Government Management, Information, and Technology
U.S. House of Representatives

2154 Rayburn House Office Building
April 21, 1998

* % %k

Mr. Chairman, I would first like to thank you for the opportunity to appear
before the Subcommittee today to discuss the issues related to Inspectors General. As
we mark the 20th anniversary of the Inspector General Act, it is important for the
Congress to take a close look at the role Inspectors General play today and how their
role should evolve to meeting changing needs.

Historically, the Senate Permanent Subcommittee on Investigations, which 1
chair, has worked closely with Inspectors General. In many ways, the Inspectors
General are the eyes and ears of my Subcommittee and the Congress as we work to
detect and prevent waste, fraud, abuse, and mismanagement in federal programs. As
guardians of the public purse, Inspectors General are watchdogs for the taxpayers,
fighting wasteful spending and enforcing federal criminal laws across the country.

For the most part, the creation and expansion of Inspector General offices
throughout the government has been a success story. During the past two decades, the
IG community has made thousands of recommendations, saving taxpayers literally
billions of dollars. As an example, in the first decade of the Inspectors General Act, the

General identified dollar savings or funds that could be put to better use of
more than $100 billion.

igations General have also resulted in the recovery of billions
¢ aobEms by o Gl b ks e oy of Wl
These investigations resulted in thousands of successful criminal prosecutions,
debarments, exclusions and suspensions. This is an impressive record of
accomplishments ~ simply put, the Inspector General community, as a whole, has
served the public very well. :
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- The record of the Inspectors General is not, however, without blemish.
Considering the enormous power granted to Inspectors General, enhanced by their
independence and their law enforcement authority, Congress must also examine abuses,
however isolated, committed by a few Inspectors General themselves. For example, this
successful record was recently tarnished by the activities of the Treasury Department’s
Office of Inspector General. After an extensive investigation, the Senate Permanent
Subcommittee on Investigations found that the Treasury Department Inspector General
violated federal laws in the sole-source award of two consulting contracts that totaled
almost half a million dollars, engaged in a pattern of careless management, paid for
work unauthorized, and made payments for some services without requiring receipts.

My Subcommittee also found that career U.S. Secret Service agents, who
appeared before a House Committee about the FBI Filegate matter, were subjected to
an unwarranted investigation and negative publicity. The Subcommittee also found that
the Treasury Inspector General misled Congress about the nature of this investigation
and that official documents were destroyed. The Subcommittee concluded that the
Treasury Inspector General failed 1o meet the high ethical and performance standards
expected of an Inspector General. The Inspector General resigned shortly before our
final report was issued.

Let me stress that, in my view, problems like the ones in the Treasury Inspector
General’s office are not widespread in the Inspector General community. However, an
Inspector General is not like any other government manager. Inspectors General are
the officials in government responsible for combating waste, fraud and abuse in Federal
programs. And as such, Inspectors General should be held to a higher standard. To
do their job effectively, Inspectors General must be above reproach, must set an
example for other government managers to follow, and must not create situations where
there is even the appearance of impropriety. Credibility and effectiveness are lost when
the office charged with combating waste and abuse engages in the kind of activity that
the Inspector General is responsible for deterring.

During the past 20 years, the Inspector General community has grown from 12
in 1978 to 57 Inspectors General today. These 57 Inspectors General receive at least
$1.1 billion in annual funding from the Congress and employ over 10,000 auditors,
criminal investigators, and support personnel. The Congress must ensure that these
resources are properly managed and directed. The Office of Inspector General is

with tremendous responsibilities which must be exercised by competent
managers and well-trained law enforcement professionals.
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As the Congress examines the role of Inspectors General and exercises its
oversight responsibility, I suggest that we focus our efforts with two goals in mind:
to increase efficiency and to ensure accountability. Specifically:

® To promote greater efficiency, should some of the smaller Inspector
General offices be consolidated under one Presidentially appointed,
Senate confirmed Inspector General? This would increase stature,
reduce overhead, and improve accountability to the Congress. As an
example, it is difficult to justify why the National Endowment for the
Arts and the National Endowment for the Humanities have separate
Offices of Inspector General with three and five employees,

respectively.

® To further promote the efficiency of Inspector General operations,
should reporting requirements be revised? Some semiannual reports
to the Congress total 150 pages and contain information that is of
limited use to Members of Congress or their staffs. Revising the
contents of reports and requiring they be submitted annually rather
than semiannually would save money, streamline the reporting process,
and provide more useful information.

® To increase both efficiency and accountability in the Inspector General
community, should there be a term limit for Inspectors General, such
as 5, 7, or 9 years with the option for renewable service based on re-
nomination by the President and re-confirmation by the Senate? This
would encourage Inspectors General to stay longer in their positions
as well as provide to Congress a statutory framework to review the
performance of an Inspector General.

® To improve accountability, should there be an independent Inspector
General for the Internal Revenue Service (IRS)? The answer to that
question is almost certainly “YES®. But the real question is whether
the Congress should establish an Inspector General within the IRS or
should the Treasury Department Inspector General take on direct
responsibility to oversee the operations and activities of that mammoth
agency. Either of these concepts would clarify responsibilities and give
greater oversight of the IRS, an agency many view as out of control.

® To further increase accountability of Inspectors General, should the
General Accounting Office or some other neutral agency be

responsible for systematically reviewing OIG operations? At the
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conclusion of the Permanent Subcommittee on Investigations’ recent

review of the Treasury Department’s Inspector General, many

Senators, executive department employees and taxpayers were asking
“who is watching the watchdogs™.

These are just some of the issues under consideration as we work in the Senate
to review the operation and implementation of the Inspector General Act.

I applaud you, Mr. Chairman, for holding this hearing, and I look forward to
working with you and the Subcommittee on this and other important issues.

Thank you for the invitation to be here this morning.
e
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SH3E B

Statement for the Record by Senator Glenn

April 21, 1997

I appreciate the opportunity to offer my thoughts about the
IG Act in the year of its 20th anniversary. The Senate
Governmental Affairs Committee, on which I served as Chairman and
now Ranking Minority Member, has a long and bipartisan history
with the IG community. In fact, I am very proud that I was an
original sponsor of the IG Act and the 1988 amendments, both of
which have played a major role in making our government function
more efficiently, effectively, and with greater trust and
confidence on the part of the American people.

The job of an Inspector General is not easy. He/she is
sometimes the last person in the world the agency head wants to
see walk in the door; and he/she is not always warmly welcomed at
many senior staff meetings. I'm sure George Washington himself
wasn‘'t overjoyed back in 1777, when our nation's first Inspector
General was appointed by the Continental Congress to audit the
accounts of General Washington'’s army.

IGs are asked to do many things and to serve many masters:
the agency, the President, Congress, and most of all, the
American taxpayers. It’'s tough walking such a tightrope trying

to keep all of these customers “satisfied”.
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No federal manager wants to hear that his or her new program
initiative is going to cost more than it saves. No military
retiree wants to hear that the VA is going to take longer
processing checks to reduce fraud. And no Member of Congress
wants to hear that an IG has raised questions over the necessity
and viability of a particular project which happens to be in the
Member’s home State or district. That situation has sometimes
been the motivation for efforts to reduce some IG’s budget or to
curtail some IG’'s authority. I have fought some of those battles
myself.

If anything, the IG’'s role has only become more difficult in
a new political culture dedicated to improving managment.

With the passage of the CFO Act, the Government Management Reform
Act (GMRA), and the Government Performance and Results Act
(GPRA)}, IGs have inherited some new authority and some new
duties. They now have some responsibility to ensure that we have
accurate, reliable, and complete financial information on which
to base our policy decisions and, down the road, ﬁeasure how well
each program achieves its goal and at what actual cost. In that
context, IGs have a unique role in helping to solve management
problems throughout the federal government. The test of their
success in this new mission is much like the one applied to their

old one and the measure of their success is already evident.
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A ¢ f “Positi cl PR B New World.

In the 20 years since the original IG Aet, and almost 10
years since the '88 amendments, I believe the record shows that
the IGs have done an outstanding job in performing their mission.
In this new world of accountability, both managerial and fiscal,
IGs serve as both watchdog and junkyard dog--they sound the alarm
as much as they tackle those problems they have already
identified. Along these lines, IGs have accomplished much for the
American people. In fact, according to the latest PCIE report
(1996) on IG progress:

Inspector General (IG) investigations led to $1.5 billion in
"recoveries” last year (1995).(This is money which has been
recovered by the Government from people who have attempted to
defraud it). In addition, based on IG recommendations, agency
managers agreed to cancel, or seek reimbursements of, $2.3
billion from contractors or grantees in 1995. Also based on IG
recommendations, managers changed how they planned to spend $10.4
billion to maximize return on the Federal dollar. Overall,
between 1981-1994, IG’s reported $340 billion in recoveries &
funds put to better use from their efforts.

In addition to IG work on program improvements, and the
figures cited above, the report compiles other important IG
accomplishments:

$26.8 billion in recommendations that funds be put to better

use;

$7.2 billion in questioned costs;



18

14,122 successful prosecutions;

2,405 personnel actions; and

4,234 suspensions and debarments of persons or firms doing

business with the Government.

These facts suggest that IGs are doing the job we intended
them to do, in spite of the fact that they are operating in a
very difficult and more complex environment. The data also
support the fact that the IG's first responsibility continues to
be program and fiscal integrity; they are not “tools” of
management. Even though,in this day and age, IGs need to make
themselves “relevant” to both Congress and the agency, they first
must help to make good programs work better, target those moat
vulnerable to waste and fraud, and help achieve savings wherever
they can find them. The record proves this is clearly what the
IG’s have been about.

But none of this would be possible without an emphasis on
the IG investigative role as a deterrent to abuse. The audit and
inspection function, wherein I believe we can better evaluate
program operatione and efficiencies, and bring to bear more
effective, systemic improvements to prevent fraud before it
happens, is a critical element of a successful IG program. It
stands as the last barrier to management abuse and may be
considered the soul of the Act. Nothing we do in the way of

reform should fundamentally alter this vital role.
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Meanin I re nd Vigibj

With new statutory responsibilities, some concern has been
raiged about overly burdensome paperwork or reporting
requirements on IGs. The Congress now requires of IGs at least 13
different reporting requirements by my count. Things like
unsupported costs, disallowed costs, potential monetary benefits,
prosecutorial statistics, among others, are part of this new
obligation. Though these figures are important, they only
represent a snapshot of an 1G Office at a given time. They do
not present us with a broader picture, nor do they represent the
actual impact audits have on key decision-makers. The HuD
problems in the 80’s are a good example.

We have had a number of similar experiences-- where the
questionable program or project is repeatedly cited, but one must
go back and review years worth of semi-annual reports to get a
comprehensive picture.

In light of this it is difficult for Congress to gauge if
the agency’s management is getting better--or worse. Are we
really getting better at detecting and preventing fraud in the
first place, or have new ways been found to “game” the system?

It would be more productive & useful for us to know:

-- Which are those “high risk” agency programs that have
recurring problems in the areas of waste, fraud, abuse,
and mismanagement?

-- How long have they been so susceptible?

-- How much money is at risk?
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-- What efforts in the past has the agency undertaken to

address the problems? Why haven’t they worked?

-- What it will take to forcefully rectify the problems?

How should we measure the agency’s performance in this
regard?

This type of report will be far more relevant to the
Congressional debate, and also will allow Congress to better
understand and appreciate the work of the IGs. To the extent
these emphases may be included in the semi-annual reports, we
will have made significant progress in improving our picture of
how effective the IGs really are.

A number of programs have been consolidated on the federal
level, and many of those have been turned directly over to the
States to administer. 1In this process of “devolution”, I do have
some concerns over our ability to “follow the money~. Will there
be a proper audit trail? Do IGs have the necessary resources? How
are the States equipped themselves to prevent waste and audit
these programs? Finally, how well can we rely on the States to
fairly measure and report on how well they and the localities
have used federal funds?

Besides moving towards more ®"block grants®, we are also
proposing increased flexibility on the State & local levels with
program requirements, and to consolidate programs to improve
their effectiveness. On the federal level, we are moving,

through the *“PBO” approach (Performance-Based Organizations), to
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waive certain government-wide personnel & procurement
requirements.

While I am in favor of such experimentation, if properly
controlled, we need to be careful. As someone, probably an IG,
once remarked: “Qne man’'s discretjon is apother man’s abuse!” How
we proceed in these sorts of reforms could make all the
difference in the functional effectiveness of the IGs.

Numerous other issues may be raised in this 20th anniversary
year. Can we improve the appointments process? Should there be
term limits for IGs and if so, how long? Should career IGs be
eligible for bonuses from the agency head? Should we expand IG’'s
subpoena power? Should we offer blanket law enforcement authority
("Deputization”) to all the IGs? And finally should IGs have
authorization to retain a portion of the assets they’ve seized.
Is this good policy? Are there “bounty hunter” consequences? I
don’t know the answers to these questions. I believe resolving
them will take serious Congressional hearings and careful
examination. I do know that whatever we decide, Congress needs to
speak with one voice for all IGs across government. We cannot
“balkanize” or vary IG powers & duties between or among agencies.

As I approach my last months as a United States Senator and
strong supporter of the IG Act, I look back with great pride on
the accomplishments we have made so far among the more than 60
statutory IGa. I am the first one to admit that not everything
about how the IGs function is perfect. In fact, any program can

always stand improvement. But I strongly believe that we now have
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in place a fair, effective, and useful--if partial--solution to
some very serious management problems in government. To me, this
represents a singularly important success for the Congress and
the American people, and one upon which I am hopeful we will

continue to build into the 21st century and beyond.
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Mr. HORN. Let me—if you have time before they vote, I remem-
bered in my Senate staff experience they can say, “How am I re-
corded, Mr. President?” and that can go on for a half hour.

Just a couple of things. I don’t know if you are familiar with the
case that one of our ablest Members brought to us, Lee Hamilton
of Indiana, the ranking Democrat on what was the Foreign Affairs
Committee, about the inspector general and the Department of
State, where he felt there was some violation of due process. We
had a hearing on that. I asked the IG’s to bring me in a process
of how we can deal with the witnesses and what is fairness in
terms of a witness knowing what their rights are. And I haven’t
really seen much out of that yet. And I just wondered if you had
been familiar with that due process problem.

Senator COLLINS. We haven’t looked very specifically at that
issue, except with regard to the Secret Service agents who were in-
vestigated by the IG. I do believe that their rights were fully pro-
tected, and they were subjected to a great deal of unfair publicity
and negative criticism, when, in fact, in my judgment, the IG
should not have opened an investigation at all. So although I can’t
generalize, and I am not familiar with the State Department case
that you mentioned, certainly the overview that we did of the
Treasury IG’s suggests that is an area that we should look at.

Mr. HORN. Well, my last question is simply a comment. I think
you are absolutely right on the smaller agencies, and in the 1965
Act for the Arts and Humanities, ] mean they never said, “You
don’t have to speak to each other.” And there is no reason why one
inspector general couldn’t meet the needs of both.

I do have a problem, or think it might be a problem if we have
sort of one big inspector general for a lot of small agencies. I think
there is some value to be in proximity and get the tips in the hall
or at the water cooler that you might get if you were part and with-
in the housing of that particular organization. That is simply one
thought on the subject you might want to think about.

Senator COLLINS. That is a good point, Mr. Chairman. There are
some areas also where you have independent regulatory agencies,
like the SEC, where I think maintaining a separate IG is abso-
lutely critical. But there are some of these small agencies with very
related missions that I think we could have some consolidation
without doing damage to the process. But you are right, it needs
to be a case-by-case decision.

Mr. HORN. Well, thank you again for coming over here. We really
appreciate the wisdom you have brought to this discussion.

enator COLLINS. Thank you very much, Mr. Chairman. I look
forward to working with you.

Mr. HoRrN. Thank you very much.

We will now have panel two come forward, and that is James
Naughton, the former professional staff, counsel, to the once-known
Committee on Government Operations; the Honorable Edward L.
Harper, chief financial officer, American Security Group, former
De;;luty Director, Office of Management and Budget; Dr. Paul C.
Light, the director of the public policy program, the Pew Charitable
Trusts; and Mr. David Clark, Director, Audit Oversight and Liaison
Group, Accounting and Information Management Division, General
Accounting Office.
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Now, we are missing Mr. Harper it looks like. And have we got
everybody assigned in the right place. There we are. Well, we have
a seat for Mr. Harper.

Gentlemen, you know the routine on all witnesses, but Members,
we raise our right hands.

[Witnesses sworn.]

Mr.d HoRgN. The clerk will note that all three witnesses have af-
firmed.

And we will just go down the line as we have them here. And
it is good, because we have an expert that really knows what hap-
pened in the Inspectors Generals Act. Mr. Naughton was working
very closely over the years with the Members of both parties after
they brought forward this bipartisan proposal. And 1 was fas-
cinated by the history that you described. And it is a pleasure to
have you here.

STATEMENTS OF JAMES R. NAUGHTON, FORMER PROFES-
SIONAL STAFF MEMBER AND COUNSEL, COMMITTEE ON
GOVERNMENT OPERATIONS; EDWIN L. HARPER, CHIEF FI-
NANCIAL OFFICER, AMERICAN SECURITY GROUP, AND
FORMER DEPUTY DIRECTOR, OFFICE OF MANAGEMENT AND
BUDGET; PAUL C. LIGHT, DIRECTOR, PUBLIC POLICY PRO-
GRAM, THE PEW CHARITABLE TRUSTS; AND DAVID L.
CLARK, DIRECTOR, AUDIT OVERSIGHT AND LIAISON GROUP,
ACCOUNTING AND INFORMATION MANAGEMENT DIVISION,
GENERAL ACCOUNTING OFFICE

Mr. NAUGHTON. Thank you, Mr. Chairman. It is a pleasure to be
here. I've watched some of your hearings on C—-SPAN, and I appre-
ciate the thorough and nonpartisan way in which your subcommit-
tee has gone into subjects that it is examining.

I am a member of the bar in the State of Iowa, the District of
Columbia, and I have a CPA certificate in Virginia. From 1955 to
1983, I was counsel for the House Government Operations Sub-
committee chaired by former Representative L.H. Fountain, the
chief sponsor of the 1976 and 1978 inspector general acts. In that
capacity, I was involved in the investigations and inquiries which
demonstrated the need for the 1976 and 1978 acts and participated
in drafting the language which ultimately became law.

I might note that the IG legislation had strong bipartisan sup-
port from the very beginning. Then Government Operations Com-
mittee Chairman Jack Brooks and Ranking Minority Member
Frank Horton worked very hard to secure passage of the acts.
Other House Members who actively supported the legislation in-
cluded the late Ben Rosenthal and former Representatives Elliott
Levitas, Clarence Brown, and Neal Smith.

I also noted in getting ready for this hearing that Representative
Benjamin Gilman, the ranking majority member on the full com-
mittee is, I believe, the only Member currently in Congress who ac-
tually testified in support of the legislation.

On the Senate side, former Senators Sam Nunn and Thomas
Eagleton, as well as Senators Roth and Glenn were among those
who played a leading part in the enactment of the legislation.

There were three significant events which led Congressman
Fountain to introduce the legislation which became law. The first
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event occurred in 1962, when a notorious Texas swindler named
Billie Sol Estes was subject to an investigation by the subcommit-
tee. We found that Billie Sol Estes had probably been insolvent for
more than 10 years during which his activities had been the sub-
ject of an almost unbelievable number of inquiries and investiga-
tions by agencies of the Federal Government, totally uncoordinated.

We also found that the Department of Agriculture had numerous
audit and investigative units reporting directly to the program
managers and was conducting several separate investigations of
Estes with no coordination whatever. That led then Secretary
Orville Freeman to establish a nonstatutory inspector general re-
porting directly to the Secretary.

The second significant event occurred in 1974 when then Sec-
retary of Agricultural Earl Butz dismantled the nonstatutory in-
spector general, clearly demonstrating that a statutory basis was
needed to assure the continued existence of the offices.

Thereafter we found, on looking into activities of the Department
of Health, Education, and Welfare, that HEW had 129,000 employ-
ees and was responsible for about 300 separate programs. We got
several different numbers as to the exact number of programs that
they were administering. Nobody seemed to know even though he
was spending about $118 billion annually, which at that time was
one-third of the entire Federal budget. Moreover, HEW’s central in-
vestigative unit had 10 investigators with a 10-year backlog of
uninvestigated cases and could not open a single investigation
without specific approval of the Secretary or the Under Secretary.

In view of the deplorable situation at HEW, the subcommittee
developed and secured the enactment of the 1976 legislation creat-
ing 8the statutory IG at HEW, and that became the model for the
1978 act.

In 1977, we had a series of hearings looking into the activities
of additional departments and agencies and found serious problems
and deficiencies everywhere we looked.

Lack of independence. The personnel of audit and investigative
units reported to the program managers.

Lack of effective organization. There were no central offices to co-
ordinate the activities of auditors and investigators.

Lack of resources. Some audit cycles were as long as 20 years,
while other activities had never been audited. One department had
only six trained criminal investigators to look at irregularities in
the expenditure of $25 million annually.

Lack of information was a very serious problem, because the
basic information needed by both the agency heads and Congress
to promote economy and efficiency to combat fraud, waste, and
abuse was simply not available.

Mishandling of criminal cases. In some agencies, investigators
were not permitted to provide evidence of criminal conduct to the
Department of Justice without clearance from the agency’s Office
of General Counsel. As a result, some potential criminal cases were
being held up for months or even years before information was fur-
nished to the Justice Department. In other cases, information was
never provided.

Lack of coordination. Instances were found in which multiple
Federal investigations of the same subject matter had been or were



26

being conducted with an almost total lack of coordination or com-
munication.

The stated purpose of the 1978 act, quite simply was to create
independent and objective units with three basic responsibilities:
one, to conduct and supervise audits and investigations relating to
programs and operations; second, to provide leadership and coordi-
nation and recommend policies for activities designed, A, to pro-
mote economy, efficiency, and effectiveness, and, B, to prevent and
detect fraud and abuse in programs and operations, and, C, and
perhaps even most important, to provide a means for keeping the
agency head and the Congress fully and completely informed about
problems and deficiencies and the necessity for and progress of cor-
rective action. That is the basic function of IG’s.

The remaining provisions of the act were put in so IG’s would
have the authority necessary to carry out these purposes. The 1978
act was opposed by the Office of Management and Budget, all 12
of the departments and agencies affected. The Department of Jus-
tice’s Office of Legal Counsel said it was unconstitutional in part.
Nevertheless, it passed the House by a vote of 388 to 6 and was
approved by the Senate without opposition. It became law on Octo-
ber 12, 1978.

Five Presidents have had dealings with the IG’s since that Octo-
ber 1978. I would have to say that only one of them gets a com-
pletely favorable report. President Gerald Ford signed the HEW IG
bill in October 1976 and left town shortly thereafter without, as far
as I know, doing anything to mar his perfect batting average. The
succeeding four administrations have had mixed records.

President Carter did not actually oppose the enactment of the
1978 act, although everyone else in his administration did. There-
after, he issued some supportive statements, and provided some
support.

President Reagan took two steps—well, he emphasized his con-
cern about the magnitude of fraud and waste in Federal programs
and the urgent need for corrective action; however, on Inauguration
Day, he took two steps which could hardly qualify as “corrective ac-
tion.” The first step was to impose a freeze on hiring by inspectors
general, which was even stricter than the one previously imposed
under the Carter administration. The second was to summarily re-
move all incumbent inspectors general. The removal operation was,
to phrase it delicately, not well-planned.

The IG’s were removed on January 20, 1981. However, they were
not told what had happened to them until the next day, when most
of them received form letters on which the name of the signer was
misspelled. One former IG was notified of his “removal,” 3 weeks
after he had retired. No apparent thought was given to the length
of time it would take to fill the vacancies, and for at least 6
months, there was not an IG to be found in the Federal Govern-
ment.

However, after the removals, President Reagan took some steps
to rectify what he had done. He announced that he had no inten-
tion of politicizing the IG offices, and also, thanks to Ed Harper,
who isn’t here, the Reagan administration—I should say Ed Harp-
er, because the White House Personnel Office really had nothing to
do with it—but Ed Harper stopped them from doing what comes
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naturally to White House personnel offices, appointing people
whose qualifications are political and not suited for the job that
they are undertaking.

But assurances were given, and Ed Harper came through on
that. They set up a committee of IG’s to screen ts)otential applicants
for IG positions in order to assure that they had appropriate quali-
fications, and it worked quite well. Some very well qualified inspec-
tors general were reappointed, and others were newly appointed.
After Ed Harper left, Joe Wright continued to be very supportive
of the IG’s.

President Reagan also established the President’s Council on In-
tegrity and Efficiency, which I think is an organization that has
served a very useful purpose. Its effectiveness depends a lot on the
kind of backing it gets.

I am afraid I cannot give President Bush very high marks. If my
memory is correct, shortly before President Bush ‘took office, all po-
litical appointees were asked to submit their resignations so he
would have a free hand in choosing his own. Whoever sent out the
notices was apparently not aware that the IG’s were not political
appointees. I don’t think any of the IG’s ever actually submitted
their resignations, but they were more or less on probation in their
own minds during the Bush administration.

During the Bush administration, although I wouldn’t fault Presi-
dent Bush himself for that, the infamous KOMEAC memorandum
was issued by our old friends, the Office of Legal Counsel of the
Department of Justice. OLC contended that IG's were supposed to
be internal investigators, “police of the })olice," as they called it. It
was all right for them to investigate fraud and abuse if it was
being perpetrated by Federal employees, but if it was not being
done by Federal employees or was not clearly being financed with
Federal money, it was verboten for them to look into it.

For example, the State Department inspector general would have
a free hand in investigating passport fraud if employees were sell-
ing passports; however, in the event some entrepreneur sublet
space in the Federal Reserve building across the street and opened
an office for the sale of phoney passports, that would not be appro-
priate for the IG to investigate.

I wrote a long memorandum some years ago on the fallacies of
the KOMEAC memorandum. I think the folks responsible for
issuing that read some provisions of the IG Act, but had never
bothered to get through the rest of it. The contention that the IG’s
were supposed to only monitor the work of other investigators was

uite interesting, because when we set up the IG Act, we trans-
erred practically all of the investigators into the IG offices. So,
therefore, the problem with having the IG’s be the “police of the po-
lice” is there weren’t any police for them to investigate.

The KOMEAC memorandum, I think, has faded into well-de-
served oblivion. I don’t think it is a problem at the present time.
There are other problems with the Department of Justice. I think
at times the relationship of the Department of Justice with individ-
ual IG’s has been very good. June Brown can probably tell you
about the excellent cooperation that HHS, so far as I know, gets
from the Department of Justice, including a joint task force. I think
your subcommittee has gone into that.
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On the other hand, an outstanding example of lack of cooperation
or lack of effectiveness particularly involves the HUD scandals of
some years back in which numerous, well-connected people ripped
off the Federal Government for very significant amounts of money.
Thanks to congressional hearings, an independent counsel was ap-

ointed, who is still working there after 8 years and—excuse me,
§30 million since 1990. They have secured some criminal convic-
tions, but they have not—the mockery has been the program—the
program most mentioned in connection with the HUD scandals, al-
though there have been criminal convictions, neither the Depart-
ment of Justice nor the Independent Counsel Office, to the best of
my knowledge, has recovered anything in civil damages because of
the HUD scandals.

As a matter of fact, subsidies which were illegally obtained are
still being paid and will be paid for another 5 years or so. Tax cred-
its which were also illegally obtained, I guess they will run out
next year. But to give you an—the Department of Justice con-
tended when the question was raised about the lack of criminal ac-
tion, said in effect that it was not needed because, where appro-

riate, recoveries were made through the imposition of criminal
ines.

Well, that is simply not true. To give you an example, a gen-
tleman who spent a year or so working for former Secretary Pierce
left to become a consultant to help people get MOD rehab funds,
while at the Department of HUD, he was instrumental in obtaining
$37 million in govemment subsidies for a developer in Puerto Rico
for which he received $60,000 in bribes.

According to the indictment, the same gentleman continued to
engage in a conspiracy to defraud the United States for about 11
Kears. He eventually pleaded guilty to accepting the $60,000 in

ribes and received a sentence of 200 hours of community service.
He was fined $20,000; one-third the amount of the bribes. The de-
veloper who gave the bribes was never—so far as I know, no action
whatever was ever taken either criminally or civilly. There are
roblems in getting consistent action by the Department of Justice.
do not think it is a well-managed department.
[The prepared statement of Mr. Naughton follows:]
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STATEMENT OF
JAMES R. NAUGHTON
BEFORE THE

SUBCOMMITTEE ON
GOVERNMENT MANAGEMENT, INFORMATION, AND TECHNOLOGY
OF THE
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT

APRIL 21, 1998

I am a member of the bar in Iowa and the District of Columbia, and
hold a CPA certificate in Virginia. From 1955 to 1983, 1 was
counsel for the House Government Operations subcommittee chaired by
former Representative L. H. Fountain, the chief sponsor of the 1976
and 1978 Inspector General Acts. In that capacity, I was involved
in the investigations and inquiries which demonstrated the need for
the 1976 and 1978 Acts and participated in drafting the language
which ultimately became law.

I am pleased to have this opportunity to discuss the statutory
Offices of Inspector General.

Although they have a similar name, the Offices of Inspector General
created by the 1976 and 1978 Acts were not inspired by or patterned
after military inspector general units - which have been in
existence since the 18th century - or a statutory office of
Inspector General for Foreign Aid which was established around 1960
and abolished in the 1970s.

The IG legislation had strong bipartisan support from the very
beginning. Then Government Operations Committee Chairman Jack
Brooks and Ranking Minority Member Frank Horton worked very hard to
secure passage of the IG Acts. Other House members who actively
supported the legislation included the 1late Ben Rosenthal and
former Representatives Elliott Levitas, Clarence Brown, and Neal
Smith. I believe Rep. Benjamin Gilman, the Ranking Majority Member
of the Government Reform and Oversight Committee is the only member
still in Congress who testified in support of the legislation.

Oon the Senate side, former Senators Sam Nunn and Thomas
Eagleton and Senators Roth and Glenn were among those who played an
active role in passage of the legislation.



The belief by Congressman Fountain and members of his subcommittee
that IG legislation was necessary was motivated to a considerable
extent by three significant events.

The first event, which began in 1962, was an extensive
investigation by the Fountain subcommittee of the operations of
Texas swindler Billie Sol Estes. The subcommittee found that Estes
had probably been insolvent for more than ten years, during which
his activities had been the subject of an "almost unbelievable
number" of inquiries and investigations by agencies of the Federal
government.

However, Estes was able to continue his fraudulent operations
because the investigations were conducted "with an almost total
absence of effective coordination or communication between or
within the departments, agencies and subunits involved".

The subcommittee investigation disclosed that audit and
investigative activities of the Department of Agriculture were
being conducted by a number of separate and uncoordinated units
which reported to officials directly responsible for the programs
being reviewed. Disclosure of these organizational and procedural
deficiencies clearly demonstrated the need for drastic changes and
led then Secretary of Agriculture Orvi